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Undertaking a fiscal consolidation: A guide 
to action  

This briefing note sets out some key information that the politicians and officials 

involved in tackling the UK’s current fiscal situation need to know.  It does not seek 

to offer detailed advice about which programmes or budgets to cut, or which taxes 

or charges to increase. Instead, it looks at how government should go about the 

process of fiscal consolidation.  In doing this, it draws on a series of high-level 

seminars run by the Institute throughout 2009
1
, discussions with senior policy 

makers in the UK and abroad and the rapidly expanding literature on how to 

manage fiscal consolidations.    

No one in Whitehall will have had the experience of managing a fiscal challenge of 

the scale now facing the UK. Even after the recession has ended, the underlying 

gap between annual expenditure and income is equivalent to funding all our 

schools and our entire defence budget through borrowing on an on-going basis. 

Without careful thought and planning now, decisions will become hurried and 

services will be at risk. 

In the past, other countries developed successful approaches to dealing with 

situations of this nature.  Drawing on this experience, this note sets out a credible 

way to tackle the fiscal situation.  Many elements of this play to the UK’s 

institutional strengths, such as a strong executive capable to taking action, and the 

powerful control over public expenditure exercised by the Treasury. 

But some processes necessary to build a credible plan will be deeply counter-

cultural to our traditional ways of running government.  For example, a mandate for 

change on this scale will have to involve the public explicitly in understanding the 

issue and the choices that need to be made; the Cabinet will collectively need to 

provide the political will to drive the consolidation; those in departments and 

beyond in the wider public service will need to own both planning and 

implementation in their areas; and building on initiatives like Total Place, the UK 

needs strengthened local accountability and much greater devolution of control 

over spending decisions.    

The detailed political decisions on tax and spending will now probably be taken 

after the next election.  But if these decisions are to be taken in an inclusive way, 

then the months leading up to the election will be crucial, allowing time to work 

through the practicalities involved in making such an approach a reality. 

  

                                                        
1
 For a full list of the Institute’s seminars, see the Annex 
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The fiscal situation  

What is the scale of the problem in our public finances?  
 

The UK faces its highest level of borrowing since the Second World War – in 

2009/10 the Treasury expects that government expenditure will exceed its 

revenues by around £178bn.
2
 One in every four pounds currently spent by the 

government is borrowed.
 
 To put this in context, our borrowing is effectively 

funding all our schools, all our defence budget as well as 75% of the NHS in 

this year.
3
   

 

According to the Institute for Fiscal Studies, about half of the gap between our 

expenditure and our income is underlying and persistent.
4
  Again, to put this in 

context, this is equivalent to funding all our schools and all our defence budget 

through borrowing on an on-going basis.  In tax terms, to bridge this gap would, for 

example, require a rough doubling of VAT, bringing the rate close to 40%. 

 

So where did this underlying gap come from?   
 

Compared to 2007, when the Treasury last thought the budget situation was in 

balance: 

• Approximately two thirds of the gap is caused by structural spending 

on areas like health and education continuing to rise despite the economy 

shrinking.
 5
 The original spending plans fixed in the 2007 Spending Review 

have not been substantially revised.  But the economy is now irreversibly 

smaller than expected due to the recession, so these 2007 plans now 

represent a much larger share of the economy than originally planned. 

Overall, as Figure 1 shows, the rise in structural spending, at about 3.5% 

of GDP (roughly £50bn) is far greater than in previous recessions.  And 

unlike extra spending caused directly by the recession - such as increased 

unemployment benefits - structural spending will not automatically reverse 

itself when the economy recovers.   

• The other third of the underlying gap is caused by falls in tax 

revenues – the last decade’s economic bubbles in financial services and 

housing generated a great deal of tax revenue.  Now that these bubbles 

have burst, the revenues they generated will not return when the economy 

recovers.
6
 

 

                                                        
2
 Here and elsewhere in this paper, the figures exclude the uncertain costs of government support for the financial 

services sector. 
3
 The spending on schools is £54bn, on defence is £36bn and on the NHS is £125bn (see IFS Conduct Your Own 

Spending Review ready reckoner)  
4
 See Public Finances, Two Parliaments of Pain, IFS, April 2009.  The IFS will provide an updated assessment of the 

state of the public finances in their Green Budget in Febuary 2010. 
5
 Structural spending is Total Managed Expenditure adjusted for the effects of the economic cyclical as per HM 

Treasury’s Public Finances and the Cycle working paper, November 2008.  This is consistent with the cyclically 
adjusted deficit on current budget set out in Table C2 of Budget 2009. 
6
 See A Balancing Act, CentreForum, 2009 for an award winning account of the situation the UK finds itself in, and a 

discussion of the UK’s insecure revenues in particular. 

http://www.ifs.org.uk/budgets/budget2009/public_finances.pdf
http://www.hm-treasury.gov.uk/prebud_pbr08_publicfinances.htm
http://www.centreforum.org/assets/pubs/a-balancing-act.pdf


 
 INSTITUTE FOR GOVERNMENT  

Figure 1: Structural spending as share GDP 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

What action is needed to address this situation?  
 

This underlying gap is not sustainable and it will not be automatically corrected 

when the recession ends and growth returns to its long run trend. It will have to be 

corrected by a combination of raising taxes and cutting spending. Budgetary 

decisions on this scale are politically very difficult, as can be seen by the 

experience of the Major government in the 1990s which faced a gap only about two 

thirds of the size of the one we face today.  In the run up to the general election, it 

is striking how few specific proposals the parties have put forward.   

What will ensure that this action is taken?  

The markets may ultimately drive political action. In economic terms, fears that 

the UK government is not going to tackle the underlying gap may eventually lead to 

investors being reluctant to lend to the UK, driving up interest rates as the 

government seeks to continue borrowing, and pushing down the exchange rate as 

capital leaves the country.  This can trigger a downward spiral in the public 

finances, as the increased cost of borrowing increases the markets fears.   

 

In political terms, this situation amounts to a loss of national sovereignty – people 

in the financial markets, rather than elected representatives, gain control of key 

decisions about spending and taxes.
 
 Göran Persson, the Swedish Finance 

Minister in 1994, recalled at one of the Institute seminars how he had to negotiate 

about his country’s welfare payments with “young, sneering boys” working in the 

financial markets.
7
  Similarly, in the UK during the 1970s, Edmund Dell, then 

Secretary of State for Trade, recalled that “our application to the IMF had been 

forced on us by the incredulity of the market and therefore we had to make the 

choice, to negotiate successfully with the IMF, or to be swept from office”.
8
 

How close is the UK to a market crisis?   

The UK is borrowing heavily, but so are many other countries.  The world’s largest 

two economies, the US and Japan, have borrowed at least as heavily as Britain 

(see Figure 2).  In addition, the monetary policies being pursued by the Bank of 

England to counter deflation may be allowing the government to borrow more 

easily, as the Bank is essentially buying up UK government debt.  These factors 

mean that the UK government can still borrow at historically low interest rates  

                                                        
7
 See Public Service Reforms Through Fiscal Consolidation in Sweden, a speech by Göran Persson to the Institute for 

Government, September 2009 
8
 Dell, Edmund (1991), A hard pounding politics and economic crisis, 1974-1976. Oxford University Press (Oxford)   

http://www.instituteforgovernment.org.uk/our-events/11/public-expenditure-management-in-sweden
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despite the state of the public finances.  So there are reasons to believe that the 

markets will give the UK more breathing space than would normally be the 

case.  This is good news.  

 

 

Figure 2 Change in net debt to GDP ratio from pre-crisis levels  

Percentage point change.  Current debt to GDP in brackets
9
 

 

What is the best defence against such a crisis?  

However, the lack of an obvious crisis can in itself be a problem.  Successful 

consolidations often start in a period of crisis
10

, which ensures that public opinion 

accepts that painful adjustments are necessary.  For example, during Canada’s 

fiscal crisis in the early 1990s a Gallup poll revealed that 80% of Canadians were 

either very or somewhat concerned about the federal deficit.
11

 At present, despite 

movement in the media debate over the last few months, the UK public’s concern 

seems to be below these kinds of levels.
12

   

 

The risk is therefore that the current breathing space translates itself into a 

postponement of necessary action, rather than providing the time to prepare for an 

inevitable adjustment.  So the best defence against a market crisis is to take 

advantage of the breathing space to develop a credible plan to best tackle the 

fiscal situation, which sets out what action will be taken to reduce the gap 

between expenditure and revenues.  The next two sections look at how to create 

such plan, and what kind of mechanisms it is likely to contain. 

                                                        
9
  IMF World Economic Outlook April 2009 

10
 For further discussion see http://www.instituteforgovernment.org.uk/pdfs/Initial conditions and fiscal consolidations a 

review %of selected literature.pdf 
11

 See Program Review: The Government of Canada’s experience eliminating the deficit, 1994-99, Jocelyne Bourgon, 
Institute for Government, 2009, page 11 
12

 See, for example, Many voters still not prepared for the tough choices facing public spending, Ipsos MORI, 25 
November 2009.  Just over 40% of respondents agreed with the statement ‘there is a real need to cut spending on 
public services in order to pay off the very high national debt we now have’ 

http://www.instituteforgovernment.org.uk/pdfs/Canada's_deficit.pdf
http://www.ipsos-mori.com/researchpublications/researcharchive/poll.aspx?oItemId=2518
http://www.instituteforgovernment.org.uk/pdfs/Initial conditions and fiscal consolidations a review of selected literature.pdf
http://www.instituteforgovernment.org.uk/pdfs/Initial conditions and fiscal consolidations a review of selected literature.pdf
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The creation of a credible plan 

How should a government credibly go about creating a plan?   

Some insights into what makes a credible plan - such as how much sustained 

consolidations are comprised of expenditure cuts or tax increases - have been 

summarised in a statistical literature. Others are more nuanced, and are best 

revealed through case studies.   

Some of these cases are particularly relevant - in the mid 1990s New Zealand, 

Canada and Sweden were facing particularly significant budget deficits, mounting 

debt coupled with high unemployment and sluggish economic growth.
13

  There are 

differences between the cases – for example Sweden found itself in an actual 

market-driven crisis whereas Canada faced the threat of one.  And there are 

differences between these countries and the UK – for example the political culture 

of somewhere like Sweden is much more consensual.  But what is striking is the 

degree to which these countries followed a similar approach to their budget 

consolidations - undertaking comprehensive strategic reviews which resulted in 

balanced budgets, reduced public debt and sustained economic performance.   

The governments which initiated these reviews were repeatedly re-elected.  

So while creating a credible plan is as much art as science, the following principles 

which are discussed in turn below, largely drawn from other countries’ experience, 

provide a good basis for a process that is likely to be successful.   

• Build a mandate 

• Demonstrate political commitment 

• Ensure cabinet collegiality; and 

• Foster ownership 

 

Build a mandate  

Large fiscal adjustments need a political rationale capable of building a 

principled mandate for change among the public.  This is essential if the 

consolidation is to survive the inevitable challenges from those losing out as a 

result of the necessary action.   Building such a mandate is a difficult task in any 

country, and may be particularly so in the UK, given our relatively low levels of  

trust in our political institutions.
14

  Any process must handle these risks, and  

should therefore  

 be motivated by an appropriate political question. For instance, in 1990s 

Canada, the fiscal consolidation was less a technical exercise about what to 

cut and more a “projet de société” about what to preserve to allow Canada to 

prosper in the future.
15

  

 involve the public explicitly in understanding and making the choices.  Many 

potential models – deliberative fora, citizens’ juries and large-scale participative 

budgeting exercises – have the potential to increase public buy-in.  But the 

government must be prepared to use the results to inform decisions.  Anything 

                                                        
13

 For a review of different cases studies, see Controlling Spending and Government Deficits: Lessons from History 
and International Experience, Policy Exchange, November 2009 
14

 The UK has the second lowest level of trust in it government of the EU 15 (only Italy is lower), according to 
Eurobarometer, 2008 
15

 See Program Review: The Government of Canada’s experience eliminating the deficit, 1994-99, Jocelyne Bourgon, 
Institute for Government, 2009, page 20 

http://www.policyexchange.org.uk/publications/publication.cgi?id=155
http://www.policyexchange.org.uk/publications/publication.cgi?id=155
www.instituteforgovernment.org.uk/pdfs/Canada's_deficit.pdf
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that appears to be simply a public relations exercise is likely to be counter-

productive. 

 be presented as a single package. This makes trade-offs clearer – those 

arguing against tax rises or spending cuts in their area are more easily forced 

to identify which area they think should take more of the pain.  So successful 

political arguments are often framed in terms of sharing the pain, whether this 

is about how tax rises for the rich match with benefit cuts for the poor, or about 

how transport subsidy cuts for western farmers in Canada were aligned with 

milk quota cuts for farmers in the east.  

 

Demonstrate political commitment 

Following from their political nature, these processes need to be guided by political 

will from the top, and require the determined commitment of the Prime Minister and 

his closest political allies including the Chancellor.  Looking back, many national 

leaders who led fiscal consolidations point to this vital role.  As Roger 

Douglas, New Zealand Finance Minister in the 1980s put it “governments need the 

guts to implement quality decisions, take the pain up-front instead of postponing it, 

and be judged on the basis of the good outcomes they deliver”. Institutions, 

structures and formal budget rules can help bolster this commitment
16

, but are no 

substitute for clear leadership.  And, in an interesting political twist, the more that 

governments on the left focus on spending cuts (and conversely, that governments 

on the right focus on tax increases), the more likely it is that the consolidation is 

successful.
17

  This is probably because it runs counter to expectations, and 

comforts markets that the government is serious about getting its finances  

under control. 

 

Ensure cabinet collegiality  

Beyond the commitment of the Prime Minister and Chancellor, it is essential that 

ministers tasked with carrying out a painful consolidation buy in to the plan.  At its 

highest level, this requires a collective cabinet endeavour, with broad cabinet 

agreement on the overall priorities for government, and on the amount of resources 

available to different departments and cross-cutting programmes.  The machinery 

of the consolidation should therefore emphasise this collegiate nature, through for 

example having a non-Treasury minister chairing the process.  As Marcel Massé, a 

leading minister in Canada’s fiscal consolidation described at a seminar at the 

Institute for Government, this arrangement had the added advantage of freeing up 

the Finance Minister to argue for fiscal constraint, rather than having to seek a 

consensus among his colleagues.  

 

Foster ownership   

Those responsible for delivering the plans need to take ownership of them.  This 

will not only produce better plans, it may also direct energies towards maintaining 

services under pressure rather than simply lobbying against cuts.   

 The centre of government – the Treasury, No 10 and Cabinet Office – should 

generally avoid enforcing its own ideas on departments, focusing instead on 

challenging plans, making sure they are realistic, and providing some strategic 

direction to prevent cross-cutting issues being completely lost in the mix. 

 Departmental ministers and top civil servants need to take the lead in 

formulating their own detailed plans on how they will manage within their 

allocated resources.  This joint responsibility should be emphasised – in 

                                                        
16

 For discussion of the various options, see the papers for the Institute’s Fiscal institutions and budget oversight and 
Rethinking the UK’s fiscal architecture: A comparative perspective seminars 
17

 Tavares, J. (2003), Does Right or Left matter? Cabinets, Credibility and Fiscal Adjustments, Universidade Nova, 
Lisbon 

http://www.instituteforgovernment.org.uk/our-events/14/fiscal-institutions-and-budget-oversight
http://www.instituteforgovernment.org.uk/our-events/14/fiscal-institutions-and-budget-oversight
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Canada ministers and their permanent secretaries jointly presented proposals 

to cabinet.
18

 

 Beyond Whitehall, any government will want to consider profession-led 

reviews, potentially modelled on the Darzi review of the NHS.  In the same 

way, the more local government feels inside the process, the more likely it is 

that positive responses will emerge.   

When should a government go about creating such a plan?   

Most fiscal consolidations take place within the first year after an election.
19

  The 

markets appear to recognise this fact, with credit rating agencies looking to the 

period immediately after the next election to judge whether the UK government is 

taking the fiscal gap seriously.
20

  Once the election takes place, the planning and 

mandate building phase can take some time – in the Canadian and New 

Zealand examples this took between six and nine months.
21

  This means that 

the UK may be able to avoid some of the pain of undertaking expenditure 

reductions at a time when the economy is weak.  Sustained action is unlikely 

before 2011, by which time the economy could have been growing for over a year. 

 
The position is very different if a market driven crisis has already taken hold.  

In Sweden, where the government was finding it difficult to borrow from the 

markets, political parties were much more explicit about their plans in the election 

campaign, and action followed rapidly after the election.  The most obvious trigger 

for such a situation in the UK would be a hung parliament, which could lead the 

markets to question the ability of the government to carry out difficult political 

actions.  In practice, both coalition governments and minority governments have 

successfully undertaken consolidations.
22

  Indeed in the former case, the need to 

negotiate binding coalition agreements can provide a ready-made enforcement 

mechanism for a consolidation.  Clearly much would depend on how quickly the 

Westminster system can adapt to the realities of a hung parliament.
23

 

How long should it take to implement such a plan?  

Consolidations that occur over a long, drawn out period are susceptible to ‘fatigue’, 

as sustained disruption to public service provision and declining staff morale take 

their toll. This can severely undermine the effectiveness of a consolidation 

package. However, a programme that is condensed into too short a period may not 

produce sustained results.  Overall, there is likely to be an inverted U-shape 

between the timing and effectiveness of consolidations, with a representative study 

finding that sustained consolidations on average lasted around two to three 

years.
24

  One of the bluntest assessments comes from Göran Persson:  

“You have two years. If you are not in command of the process by then,  

you will lose momentum and soon face the next election—where you will  

be replaced.”
25

 

 

                                                        
18

 See Program Review: The Government of Canada’s experience eliminating the deficit,1994-99, Jocelyne Bourgon, 
Institute for Government, 2009, page 21 
19

 Wagschal, U. & Wenzelburger G (2008), Successful Budget Consolidation: An international Comparison, 
Guetersloh: Verlag Bertelsmann Stiftung 
20

 See for example Rating agency warning on UK debt, BBC, May 2009 
21

 See Evans, Lewis Grimes, Arthur Wilkinson, Bryce, Teece, David (1996) Economic Reform in New Zealand 1984-
95: The Pursuit of Efficiency Journal of Economic Literature, Vol. 34, No. 4 (Dec., 1996), pp. 1856-1902; Jan-Kraan, 
Dirk and Kelly Joanne (2005) Reallocation: the role of budget institutions OECD; Jensen, Gwenda (2003) Zen and the 
art of budget management: The New Zealand Treasury in John Wanna Lotte Jensen and Jouke de Vries eds 
Controlling Public Expenditure: the changing role of central budget agencies – better guardians?; New Zealand 
Treasury (1990) Briefing to the incoming government 1990 ISBN 0-477-01557-3 Wellington; Bourgon, J. (2009), 
Program Review: The Government of Canada’s experience eliminating the deficit 1994-1999: a Canadian case study, 
Institute for Government; Aucoin, P. and Savoie, D. (1998), Managing strategic change: Learning from Program 
Review, Canadian Centre for Management Development 
22

 Wagschal, U. & Wenzelburger G (2008), Successful Budget Consolidation: An international Comparison, 
Guetersloh: Verlag Bertelsmann Stiftung 
23

 See Making minority government work: Hung parliaments and the challenges for Westminster and Whitehall, 
Institute for Government, December 2009 for further discussion 
24

 Zaghini, A. (1999), ‘The economic policy of fiscal consolidations: the European experience’, Temi di Discussione del 
Servizio Studi, Banca d’Italia, No 355.  For further discussion see http://www.instituteforgovernment.org.uk/pdfs/The 
duration of fiscal consolidations a review of selected literature.pdf 
25

 Levy and Lovegrove (2009:3-4) 

http://news.bbc.co.uk/1/hi/business/8061019.stm
www.instituteforgovernment.org.uk/pdfs/making-minority-gov-work.pdf
http://www.instituteforgovernment.org.uk/pdfs/The%20duration%20of%20fiscal%20consolidations%20a%20review%20of%20selected%20literature.pdf
http://www.instituteforgovernment.org.uk/pdfs/The%20duration%20of%20fiscal%20consolidations%20a%20review%20of%20selected%20literature.pdf
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These relatively short timescales can bias consolidations against investment and 

preventative spending, as the consequences of cuts arise outside the timescales of 

the consolidation itself.  At the least, any consolidation should try to ensure that 

decisions to reduce existing investment and prevention budgets are made as 

explicitly as possible.  This might include using extended timelines over which to 

judge the impact of proposals. 
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The contents of a credible plan 

What are the key characteristics of a credible plan?   

Transparency is central to the credibility of any plan. It must avoid controversies 

that have surrounded other drives to cut costs, such as the savings coming out of 

the Gershon review, where it was not easy for those outside the process to 

establish if efficiency savings had really been made.
26

 In some areas this principle 

is easy to enforce – for example changes to the benefit system are relatively 

simple to measure and can be verified by outsiders and the market.  For more 

transformative changes, especially those involving costs up front, 

transparency becomes more important and more difficult to establish.  This 

generates a bias towards the former types of measures, which are more obviously 

“cashable” and therefore more likely to be credible.  The more any government 

wants to rely on transformative changes, the greater the case for credible and 

independent ways to verify what is actually happening.  

Credibility is also difficult to establish and easy to lose.  This may be particularly 

true in the UK, where the initial forecast of the public finances in the spring Budget 

has been revised downwards by the following autumn in seven of the last eight 

years.
27

  So it would be sensible to under-promise in the plans and hopefully 
over deliver during their execution.  This reduces the risk of a market-driven 

crisis arising from unexpected bad news.  So forecasts should be deliberatively 

cautious.  And the political leadership will tend to concentrate on mechanisms that 

are most within their control, so they can directly manage the risks.  

Finally consolidations that permanently improve the state of the public finances 

tend to focus on reducing expenditure, rather than relying solely on tax increases.
28

  

An emphasis on spending reductions will therefore be a characteristic of a  

credible plan.  

What mechanisms best match these characteristics?  

The key mechanisms favoured by credible consolidations will therefore be ones 

that can make a large difference, are most obviously “cashable” and that are most 

within the control of central government.  There are some obvious candidates: 

• Tax rises: The UK has a proven ability to raise large amounts of extra 

revenue (two successive budgets in the mid 1990s raised over 2% of 

GDP), taxes are almost entirely controlled by central government (unlike 

countries like the US, where the legislature has a big say), and the result of 

rises is obviously cash to close the fiscal gap. Tax rises can account for a 

substantial proportion of successful consolidations – for example in 

Sweden they accounted for about half the total measures.
29

 

• Benefit reductions: benefits make up around one third of total spending, 

their levels and eligibility are directly controlled by central government  

and any reductions automatically reduce the cash expenditure for  

the government.  

                                                        
26

 See, for example, the BBC’s Stephanie Flanders blog Efficiency Trap, December 2009 showing how the uncertainty 
from the Gershon targets still plays out in the current discussion on efficiency savings  
27

 See the IFS Green Budget, January 2009, Figure 2.9 
28

 For further discussion see http://www.instituteforgovernment.org.uk/pdfs/The composition of fiscal consolidations a 
review of selected literature.pdf 
29

 Henriksson, Jens (2007), Ten lessons about budget consolidation, Bruegel Essay and Lecture Series, page 24 

http://www.bbc.co.uk/blogs/thereporters/stephanieflanders/2009/12/efficiency_trap.html
http://www.ifs.org.uk/comms/comm107.pdf
http://www.ifs.org.uk/comms/comm107.pdf
http://www.instituteforgovernment.org.uk/pdfs/The composition of fiscal consolidations a review of selected literature.pdf
http://www.instituteforgovernment.org.uk/pdfs/The composition of fiscal consolidations a review of selected literature.pdf


 

INSTITUTE FOR GOVERNMENT  

• Wage controls:  pay accounts for around 25% of total spending, with wage 

settlements and pensions entitlements subject to a large degree of central 

control, and again any reductions automatically reduce cash expenditures.   

• User charging: charging for existing services produces cash to close the 

fiscal gap, with charging regimes often directly controlled by central 

government, such as prescription charges or tuition fees. 

 

There are other mechanisms whose credibility needs more careful consideration to 

ensure that the headlines translate into genuine measures that tackle the fiscal 

situation.  Some crucial ones in the current debate include: 

• Role reductions: government can in theory decide to stop doing things 

altogether, saving money by making the associated workforce redundant 

(either directly or through ending contracts with providers).  However, the 

current political debate is mainly about stopping future planned 

expenditures (such as not building aircraft carriers), rather than about 

stopping things that are already happening.  For cashable savings, the 

debate has to focus on the latter. 

• Headcount reductions: headcount reductions themselves often involve 

upfront redundancy costs, which limits their short-term “cashability”.  Also 

central government control is limited – only around 10% of the public 

sector workforce is employed in the civil service
30

.  However, such centrally 

controlled headcount cuts are important in demonstrating to the public that 

cuts apply to all elements of government, including those most remote from 

service users.  This was certainly the case in Canada, where the central 

civil service was cut by 19%.
31

 

• Efficiency savings: in recent years there has been a concerted drive to 

reduce the costs in commodities like electricity, to professionalise property 

management and to make more use of shared services. Here there is a 

question about control – how far should control be centralised or devolved 

to best make efficiency savings.  Striking the right balance is difficult, but 

possible, as the Institute’s recent work on IT makes clear.
32

  The second 

question is about how such savings translate into cash coming out of the 

system – to be credible it must be clear which budgets have been reduced 

in anticipation of these savings, and therefore which ones have to make up 

any shortfall should the projected efficiencies not be realised.   

This leads to another key mechanism for controlling expenditure – setting 

expenditure limits for specific parts of government.  Government needs a way to 

cut expenditure in the many areas where central control is limited because the 

actual spending decisions depend on the choices and actions of professionals and 

managers across the public sector.  Much government spending - particularly 

health and education which together account for over 30% - falls into this category.  

Central government traditionally controls such expenditure by setting limits on the 

budgets going to other levels of government, which releases cash, but leaves 

others to figure out how to adapt to the lower level of funding.  The 

organisations facing these limits will in turn need to reduce expenditure or, where 

they have the power, increase revenues.   

 

Expenditure limits will undoubtedly play a major role in the UK’s consolidation.  Our 

institutional structure, particularly the traditional control exercised by the Treasury, 

means any limits are likely to be effective provided there is the political will to stand 

by the consolidation plan.   

                                                        
30

 See The State of the Service, Institute for Government, July 2009 
31

 See Program Review: The Government of Canada’s experience eliminating the deficit, 1994-99, Jocelyne Bourgon, 
Institute for Government, 2009, page 28 
32

 See Installing new drivers: How to improve government’s use of IT, Institute for Government, December 2009 

http://www.instituteforgovernment.org.uk/pdfs/state_of_the_service.pdf
http://www.instituteforgovernment.org.uk/pdfs/Canada's_deficit.pdf
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How do we guard against increased “siloism”? 

In many countries, expenditure limits have driven genuine innovation as lower  

tiers of government adapt to straitened circumstances.  States, provinces and 

localities in many countries have the flexibility to realise synergies across service 

delivery silos.
33

 

   

However the UK may find it harder than most countries to secure such benefits.  

We are one of the most centralised and siloed states in the developed world.  As 

Figure 3 shows, central government accounts for nearly 70% of spending in the 

UK, higher than in any country in the OECD other than New Zealand (which has a 

much smaller population).  This leads to a different dynamic when applying 

expenditure limits.  Rather than pushing limits down to lower levels of government, 

we push limits down through expenditure silos, particularly health and education.  

There is a clear risk that such a process leads public services to retreat to 

delivering their core services, rather than encouraging the public sector as a whole 

to innovate better ways of delivering across the piece.   

 

Figure 3 Central government share of general government spending
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Within Whitehall, there are a variety of options to improve joining up across silos, 

up to and including something like the Netherlands’ Programme Ministries, where a 

minister has a cross-cutting brief and an associated budget with which to 

commission services, either from existing government departments or directly from 

other providers.
35

   

However, the most important joining-up will be beyond Whitehall, to ensure local 

spending is rationalised across silos as well as within them.  At the very least, this 

should involve rapid adoption of the lessons coming out of the Total Place initiative.  

This is a new initiative that looks at how a ‘whole area’ approach to public services 

can lead to better services at less cost. It seeks to identify and avoid overlap and 

duplication between organisations – delivering a step change in both service 

improvement and efficiency at the local level, as well as across Whitehall. The 

pilots should not only provide a model for the many players in local areas to work 
together, but also give direct feedback to Whitehall departments on how they can 

help, rather than hinder, such joining up taking place.  Over time, strengthened 

local accountability should open up the way for greater devolution of spending. 
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 See for example Reforming the public sector in a crisis, McKinsey Quarterly, June 2009  
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 OECD Government at a Glance,  
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 The full range of options will be discussed further in the Institute’s work on the role of the centre of government in the 
New Year. 

http://www.mckinseyquarterly.com/Reforming_the_public_sector_in_a_crisis_An_interview_with_Swedens_former_prime_minister_2358
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And at an international level, collaboration across countries is exploring how 

governments can learn from each other to escape from being trapped inside 

traditional roles and develop a wider repertoire of approaches.
36

 

How do we guard against falling service standards? 

The risk of falling service standards is inherent in fiscal consolidations, given the 

short timescales to get money out of the system.  Cuts fall where they are easiest 

to make, rather than where they are best to make.  There are a series of 

mechanisms that governments might consider to counteract this, many of which 

are part of an increasingly political debate.  These include: 

• Stronger and more transparent performance management regimes  

• Legislative entitlements to particular service standards  

• The use of market-based mechanisms to give individuals or groups more 

control over public services  

• The adoption of innovative practices that have improved service delivery 

and reduced costs in small-scale settings
37

   

If such approaches are to bear fruit, alongside an appreciation of the opportunities 

they open up, there must be a hard-headed planning process that also identifies 

and manages the risks involved.  

Alongside these systemic approaches, within public sector organisations any 

savings plans and associated headcount reductions should be embedded in a 

vision of what the new, slimmer organisation is focused on achieving. For example, 

if Whitehall departments have to reduce staffing significantly, the process should 

be directed to ensure the right people are retained and motivated (often high-

performing staff with marketable skills), rather than focusing on which people it is 

easiest to get to leave (often high-performing staff with outside job opportunities).  

This in turn is likely to involve these organisations examining the basis and terms 

on which they offer redundancies, as well as the basis on which they motivate the 

staff they retain.
38
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 For example, the Institute is undertaking the UK side of this collaboration, which includes governments from the 
Netherlands, Canada, Australia, Brazil, and Singapore and is led by Jocelyne Bourgon, former Clerk to the Canadian 
Privy Council. 
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 See for instance the Innovation Unit’s recent work in this area 
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 For an in-depth discussion of these issues, see New shapes and sizes: Reshaping public-sector organisations for an 
age of austerity, Deloitte, December 2009 

http://radical-efficiency.wikispaces.com/
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Conclusions 

The UK faces a substantial underlying gap between its expenditure and revenue.  

This gap will not reverse itself when the recession ends – it will have to be 

corrected either by raising taxes or cutting spending.  The markets, which provide 

the normal backstop to force action in such situations, are relatively benign at the 

moment.  Within this breathing space, the best defence against an actual market-

driven crisis occurring is having a credible plan to reduce the gap between 

expenditure and revenues. 

The development of a credible plan and translating this into action is best informed 

by historic precedent, but also rooted in wider reading of the strengths and 

weaknesses of the UK’s structure of government.  This note sets out how we think 

such an exercise should be approached.   

The structure and characteristics of UK government also offer a mixed blessing for 

how to address our fiscal consolidation. On the one hand, our high degree of 

centralised control over expenditure gives the government great power to address 

the headline challenge of getting the deficit down, and should give us every 

confidence that we can meet the challenge of market scrutiny. On the other hand, 
the UK’s high level of siloed governance – from Whitehall down to the frontline 

delivery of services – makes it prone to battening down the hatches and protecting 

traditional service provision.  It is less likely to promote more innovative, cross-

cutting and potentially more cost-effective modes of service provision.  Simple 

devolution is not necessarily a panacea to this problem, especially if it fails to 

tackle the deep silos that already exist at the local level.  

There are many risks here, but there is a striking consensus that the opportunities 

are greater than at previous points in history.  The key design issue is therefore 

how can these additional risks be better understood and mitigated, making it more 

likely that the UK’s consolidation can not only balance the budget, but take the 

opportunities to create a better functioning state.  In many ways, this note provides 

a checklist against which to judge our preparations.   

As Tony Wright, Chair of the Public Administration Select Committee put it at a 

recent hearing, “we shall not know until some years down the track when we look 

back at what we did, but it is at least conceivable that this is going to be a moment 

of major innovation in actually how we do government in this country, not because 

anybody chose to do it in that way, but because we were forced to think rather 

radically about it”.
39
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Annex: Managing public expenditure in a 
time of fiscal constraint seminar series 

Large scale expenditure reduction in Canada: Program Review 1994-99 

 

Program Review was an initiative in the mid-1990s used to address the fiscal 

problems facing Canada, particularly the budget deficit which peaked at 9.1% of 

GDP in 1992. The initiative entailed a 10% cut in federal government programme 

spending and a reduction in the size of the public service by over 55,000 

employees which led to the debt to GDP ratio being cut by more than half over the 

next ten years. 
 

Sir Gus O’Donnell, Cabinet Secretary and Head of the Home Civil Service 

Hon Jocelyne Bourgon, former Clerk of the Privy Council of Canada 

Rt Hon Marcel Massé, former President of the Queen’s Privy Council for Canada 

 

Using the past to inform the future: UK spending cuts in historical 

perspective 

 

The UK government has previously undertaken several large scale expenditure 

reductions, notably during the early 1920s, late 1970s and mid to late 1990s. In 

1921, the Committee on National Expenditure led by Sir Eric Geddes was seeking 

a reduction of £87m in spending estimates of approximately £528m (where cabinet 
agreed to cuts of £52m). In the 1970s there were several instances of expansion 

and contraction, the latter associated with conditions to the IMF loan in 1976 

which preceded a 6.9% reduction in public expenditure. More recently, upon 

assuming power, the Labour government remained committed to Conservative 

spending plans where government expenditure as a percentage of GDP dropped 

from 45.3% in 1993 to 35.6% in 2000. Are there lessons to be learned from these 

periods that can be used to inform future initiatives? 

 

Prof Christopher Hood, All Souls College, Oxford and ESRC Public Services 

Programme 

Sir Nicholas Monck, former Second Permanent Secretary for Public Expenditure at 

HM Treasury and Permanent Secretary of the Department of Employment 

Gemma Tetlow, Institute for Fiscal Studies 

 

Innovating out of recession in the public services 

 

The performance of aggregate fiscal discipline, allocative efficiency and operational 

efficiency varies widely across countries. What are the current prospects for UK 

public finances?  Do fiscal arrangements in other countries offer any guidance for 

the UK?  Is there scope for improvement in public sector productivity? 

 

Sir Michael Bichard, Executive Director of Institute for Government 

Prof Patrick Dunleavy, London School of Economics and Political Science 

David Albury, Innovation Unit 

Stian Westlake, Head of Policy and Research, NESTA 
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The Spending Reviews and Operational Efficiency Programme: strengths, 

weaknesses and lessons learned 

Across government, the 2004 Gershon Spending Review reported £26.5 billion of 

annual efficiency gains against a target of £21.5 billion.  As part of the 2007 

Comprehensive Spending Review, a new ‘value for money’ target of saving £30bn 

by 2010-11 was established, subsequently raised to £35bn in the Pre-Budget 

Report 07. As the new target is all cashable (as against 60% in Gershon) and net 

of set-up and ongoing costs (unlike Gershon) it is highly ambitious.  The 

Operational Efficiency Programme is looking at improving back office/IT, 

collaborative procurement, asset management/sales and property and a Public 

Value Programme has also been established to specifically focus on procurement. 

How effective are these programmes in achieving spending reductions? What 

lessons can be learned from these exercises? 

Ray Shostak, Head of the Prime Minister's Delivery Unit 

Prof Colin Talbot, Manchester Business School 

Richard Douglas, DG Finance & Chief Operating Officer, Department of Health 

Geoff Russell, former Partner at KPMG and currently Chief Executive of the 

Learning and Skills Council 

 

Using performance data to inform budgetary decisions 

Performance data and reports are used to assess government performance and 

can be used by citizens for choosing services. Allocating resources to effective 

policy and programmes requires a strong evidence base and analytical capability.  

To what extent is evidence used in budgetary decision making between the 

Treasury and departments and within departments?  Are some incentives more 

effective than others for encouraging good performance? 

Lord Terry Burns, Former Permanent Secretary, HM Treasury 

Dirk-Jan Kraan, Budgeting and Management Division, OECD 

Sir John Gieve currently Harvard Kennedy School of Government and Former 

Deputy Governor for Financial Stability, Bank of England 

Bill Dorotinsky, World Bank 

 

Public expenditure management in Sweden 

In the 1980s Sweden boasted the largest budget surpluses of any OECD member 

country, but by the early 1990s reported the highest budget deficit among the 

group of 30 countries.  Following a financial crisis, a reformed budget process was 

established in 1996.   These reforms led to significant changes in the budgeting 

process including a medium-term expenditure plan which sets three-year spending 

ceilings for each of the 27 government spending departments, changes to the 

parliamentary process of budgetary decision making, and tighter rules on 

appropriations .  Following the implementation of these reforms Sweden has 

reduced government debt as a percentage of GDP from 84.4% in 1996 to 44.6% in 

2008.  What lessons can be learned from these reforms? 

Göran Persson, Prime Minister (1996-2006) and Finance Minister (1994-96) 
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Public expenditure management in The Netherlands: Prudent budgeting, 

fiscal retrenchment and market reform 

The Netherlands experienced a period of successive budget deficits in the 1980s 

and early 1990s.  The Study Group on the Budget Margin proposed reforms 
including a medium-term framework and an agreement process for establishing 

policy and budget priorities for the duration of the parliamentary term.  After 

implementing these reforms, net debt was reduced by 50% from 1995 to 2009.  

 What lessons can be learned from these reforms? 

Prof Sir Andrew Likierman, Dean of the London Business School 

Helmer Vossers, Director of Budget Affairs, Ministry of Finance 

Prof David Heald, University of Aberdeen Business School 

Prof Rick Van der Ploeg, former Chief Financial Spokesperson and Member of 

Parliament (1994-98), currently New College, Oxford 

 

Fiscal institutions and budget oversight 

An independent agency with responsibility to monitor public finances could provide 

data and objective advice on budgetary matters.  What would an agency look like, 

who would it report to and what effect would it have on improving the management 

of public expenditure?   

Sir Alan Budd, Former Chief Economic Adviser to the Treasury 

Prof Simon Wren-Lewis, Merton College, Oxford 

Prof Lars Calmfors, Chair Swedish Fiscal Policy Council  

Kevin Page, Canadian Parliamentary Budget Officer 

Robert Chote, Institute for Fiscal Studies 

 

Delivering productivity improvements in the public sector 

The state of the public finances will create greater pressure to identify and address 

low productivity spending. In meeting this challenge, we need better information on 

public sector productivity, including on how the quality of public services can be 
protected even if overall spending is falling.  And crucially the appropriate 

information needs to be available and used by those making decisions, whether 

they are cabinet members thinking about how much money to put into different 

sectors of the public service; civil servants devising plans to improve particular 

programmes; or organisational leaders thinking about changing their operational 

model.  This seminar looks at how measuring activity and productivity within a 

sector (education), an organisation (a Foundation Trust) and at a programme level 

(community safety) can lead to productivity improvements. It will also consider how 

changes in performance feed through to public perceptions and can be translated 

into political pay-offs.   

Sir Peter Gershon, former Chief Executive of the Office of Government Commerce 

Joe Grice, UK Centre for the Measurement of Government Activity 

Robert Arnott, Head of Value for Money and Productivity, Home Office 

Ben Page, Ipsos MORI UK 
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Rethinking the UK’s fiscal architecture: A comparative perspective 

Successful fiscal consolidation requires a supportive institutional framework to 

guide the UK towards sustainable public finances. International experience offers a 

number of insights into how fiscal institutions can help to restore aggregate fiscal 

discipline, as well as to enhance allocative and operational efficiency. This seminar 

discusses the lessons from other countries’ experiences for redesigning the budget 

process in the UK. 

Joachim Wehner, London School of Economics and Political Science 

Prof Mark Hallerberg, Hertie School of Governance  

Christian Kastrop, Ministry of Finance, Germany 

 

Fiscal policy and capital markets 

The last purchase of gilts under the current quantitative easing scheme should 
happen before the end of this month, and it is possible that the Bank of England 

will not extend the scheme at its February meeting.  Whenever this happens, 

capital markets will have an even greater influence over the supply of credit to 

meet the government’s borrowing requirements. This will mean further scrutiny of 

the state of the public finances and of plans to cut the current budget deficit.  This 

meeting will explore the outlook for the gilt market and prospects for fiscal 

consolidation.  It will provide an opportunity to discuss key issues, such as why a 

rating agency would downgrade a sovereign credit rating and the circumstances 

under which market participants would demand higher risk premium for loans to 

government.  The meeting will be held under the Chatham House rule and will be 

of interest to senior civil servants, financial sector managers, politicians and 

government advisors. 

John Kingman, former Chief Executive UKFI  

Mike Amey, Executive Vice President and Portfolio Manager for Sterling, PIMCO  

Ben Broadbent, Chief European Economist, Goldman Sachs 

Brian Coulton, Managing Director of Sovereign Rating, Fitch 

Arnaud Marès, Senior Vice-President in the Sovereign Risk Group, Moody’s 

Martin Weale, Director of the National Institute for Economic and Social Research 
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